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LETTER OF TRANSMITTAL 





Aveust 20, 1956, 
SELECT COMMITTEE ON SMALL BusiINgss, 
House of Representatives, 
Washington, D. C. 

Dear Couueacuss: Transmitted herewith is my report on the 
progress of the work of the Select Committee on Small Business of 
the House of Representatives. 

This detailed report outlines the broad scope and wide variety of 
subjects covered by the work of our committee and its staff. The 
progress made in that work is gratifying to me and I trust will pro- 
vide a basis for great satisfaction on the part of all members of our 
committee. 

Sincerely yours, 


Wricut Parman, Chairman. 
ur 
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CHAIRMAN’S PROGRESS REPORT ON THE ACTIVITIES OF 
THE SELECT COMMITTEE ON SMALL BUSINESS, HOUSE 
OF REPRESENTATIVES 





INTRODUCTION-——-ECONOMIC HEALTH OF SMALL BUSINESS 


It is believed that this report on the activities of our committee 
will be more understandable when considered in the light of the facts 
regarding the present state of the economic health of small business. 
Therefore, I shall introduce my report on our activities by pointing 
to a number of the indicators of the health of small business. 

The past few years have seen unprecedented volumes of new invest- 
ment in business enterprise. Furthermore, since a somewhat tenta- 
tive business downturn in mid-1954, there has been a continuously 
increasing output of goods and services, and general business pros- 
perity, with corporate profits and stock prices setting alltime records 
in the first half of the present year. 

Perhaps the most remarkable feature of this business boom is that 
it has been accompanied by increasing rates of small business failures 
and by a general worsening of the economic position of the small- 
business sectors of the economy. 

The pace of economic growth 

Measured in 1955 dollars, the gross national product—that is, the 
value of goods and services produced in the Nation—grew from 
$295.8 billion in 1948 to $357.5 billion in 1952, an average annual 
growth of 5.2 percent. By 1955, the economy was turning out 
$387.2 billion of total annual product, an average annual increase of 
2.8 percent over 1952. 

At the same time, the Nation’s population has also been growing— 
from 147 million in 1948, our population had increased to 167 millon 
by March of 1956. 

With the growth in population and general business it would be 
normal to expect the number of businesses to grow in rough propor- 
tion. But this has been far from the case. The business birth rate 
has fallen off while the death rate has increased. 

Omitting the rapid—and abnormally large—growth of the business 

population in the years immediately following World War II, we may 
note that from 1948 to 1952, there was an average net increase in 
operating firms of 54,700 firms a year. The total number of firms in 
operation at the end of 1952 was 4,167,000. 

During the past 3 years however, net growth slowed down to an 
average of 28,300 a year. 

In the manufacturing field, the field in which there has been the 
greatest volume of new investment and business expansion, there was 
actually a net loss of 19,000 firms during the past 3 years. 


1 
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Small business failures on the rise 


Dun & Bradstreet reported 11,000 business failures last year, the 
highest number in any year since the early years of World War II, 
when business mortality was abnormally high as a result of war 
shortages, drafting of operators and key personnel of firms not essential 
to the war effort, etc. 

Furthermore, the rate of small-business failures has continued to 
rise during the first 6 months of this year, the period when big-business 
profits and stock prices set alltime records. Comparing the past 
6-month period with the same period in the previous 2 years, the total 
number of failures reported by Dun & Bradstreet is as follows: 


Number of 
yor, et 6 months): 
954 


Dun & Bradstreet’s failure rate, which is the number of failures per 
each 10,000 firms in operation, has increased from a rate of 5 in 1946, 
to a rate of 49 in the first half of the present year. These rates are 
shown as follows: 


Business failures per 10,000 reporting firms 


Rate | Year—Continued 
5 


The profit positions of small business 

' Although no data exist for comparing the profitability of different 
sizes of firms in all fields of business enterprise, such information is 
available for profits of corporations classified in the manufacturing 
field. This field includes most of the giant corporations; and while 
they are classified as manufacturers, many also engage in distribution, 
trade, and service. 

In 1952 the profit rate of the smallest size group of corporations— 
those with less than one-quarter million dollars of assets—was 9.3 
percent after taxes. This rate dropped to 6.8 pe#:ent in 1953; to 3.2 
percent in 1954; and then recovered somewhat—to a rate of 5.5 per- 
cent—in the ‘‘boom”’ year of 1955. In other words, in 1954, the profit 
rate of the smallest size group had dropped by 66 percent from 1952, 
and last year, 1955, the profit rate of these companies was 41 percent 
below 1952. 

On the other side of the coin, the profit rate of the corporate giants— 
those with more than $100 million of assets—has shown a remarkable 
increase. In 1952 their profit rate, after taxes, was 11.8 percent. 
This increased to 12.1 percent in 1953 and 1954, and to 14.6 percent in 
1955. In other words, the profit rate of the giant corporations as a 
group, last year, was 24 percent higher than in 1952. 

When the profit rates are averaged for the period 1953-55, it is 
found that the smallest firms— those with assets of less than one- 
quarter million dollars—have been 44 percent less profitable in the 
past 3 years than they were in 1952. In contrast, the giants with 
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over $100 million of assets have been 9.3 percent more profitable over 
the past 3 years than they were in 1952. 

Similar comparisons are made for each available corporate size class 
in the table below. In order to take account of changes in investment, 
and changes in the number of firms in each size class, profits after 
taxes have been stated as a percentage of stockholders’ investment, 
which is the amount of capital paid into the firm plus all profits in 
previous vears which were not paid out in dividends. 


Rates of profits on stockholders’ investment, after taxes, in manufacturing corpo- 
rations, by size of corporation 


Average, 1953-55 





ae 
Asset size of corporations } 1952 1953 1954 | 1955 | Percent of 


| 
Rate | change 
} | from 1952 
_—-—— ee ee a ee ee gra 
Less than $250,000... .......___-_____.__- 9.3 | 6.8 | 3.2 5.5 | 5.2 | —441 
$250,000 to $1,000,000. .......-.-_---_--- | 7.2 | 7.14 6.4 | 8.4 | 7.3 +1.4 
$1,000,000 to $5,000,000 _ . - 8.0 | 7.5 | 5.6 | 9.0 | 7.4 —7.5 
$5,000,000 to $10,000,000... 8.8 | 9.2 | 7.4 | 9.7 8.8 0 
$10,000,000 to $50,000,000___ 9.7 | 9.9 8.7 11.0 | 9.9 +21 
$50,000,000 to $100,000,000___......_....-. 9.9 | 9.4 8.7 | 11.5 | 9.9 0 
i SS | naga aa ams 11.8 12.1 12.1 | 14.6 | 12.9 +9.3 
Am merpebeitans 5s ods 10.3 | 10.5 | 9.9 | 12.6 | 11.0 +6. 8 


| 


Source: Federal Trade Commission-Securities and Exchange Commission, Quarterly Financial Reports 
of United States Manufacturing Corporations. 


Small business’ share of productive facilities 

Since 1952 the relative position of the smallest-sized firms—those 
with less than one-fourth million dollars of assets—has worsened most 
markedly. Their proportion of all the assets owned by manufacturing 
corporations has dropped from 3.6 percent to 2.4 percent. 

At the end of 1952, the 500 or so largest corporations—those with 
assets over $100 million—owned 51.5 percent of all the assets of all 
the manufacturing corporations in the country. By the end of 1955, 
the share of this size group had increased to 57.1 percent. If concen- 
tration of assets continues at this rate, which amounts to 1.9 per- 
centage points a year, our Nation’s entire manufacturing capacity will 
be in the hands of a relatively few $100 million—and bigger—corpora- 
tions in a matter of 22 years. 


Defense contracts and subsidies 


One of the most portentous developments of recent years, bearing 
upon the future of small business, is the prodigious rate at which the 
United States economy is spending for research and development 
work. According to estimates of the National Science Foundation 
the funds spent during the past 5 years on scientific and industrial 
research and development of all kinds have equaled the total funds 
= for such purposes during the previous 60 years, or substantially 
the full span of the Nation’s industrial and scientific history. 

According to estimates prepared by the Department of Defense, 
the Federal Government is now supplying more than half of the funds 
_ for research and development in the Nation.’ According to 
the Federal budget for 1957 the Federal Government will supply 
$2,557 million for these purposes in the current fiscal year. 


1 Department of Defense, Secretary for Research and Development, Resources Division. 
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Our principal concern here is with Federal funds supplied to private 
business concerns for research and development work of an industrial 
nature. The Department of Defense, which is the principal source 
of such funds, is currently disbursing between $1 billion and $1.5 
billion per year for research and development pursuits in almost all 
fields. Such funds are awarded not merely for development of specific 
military items in which the Armed Forces are interested, but for both 
process and product developments in basic industrial fields such as 
metallurgy, chemistry, electronics, ete. It has long been a truism 
that military production contracts tend to follow the grants of research 
funds—in that those firms which make the developments on items in 
which the Armed Forces are more directly interested usually have 
the inside track for receiving the contracts for producing those items. 
But what is perhaps of greater importance, the firms gaining the 
know-how with new products and new production techniques having 
commercial applicability naturally forge ahead in the commercial 
race. Furthermore, inquiries made by your Small Business Committee’ 
last summer brought out that the usual conditions under which the 
Department of Defense grants research funds to a private firm allow 
the firm making a patentable invention through the use of these 
funds to acquire the patent, and this is without any requirement that 
others be licensed to use the patent for commercial purposes. 

The allocation of such vast funds for industrial research and de- 
velopment by the Department of Defense seemed a matter of sufficient 
importance, to several members of your Small Business Committee, 
to warrant a requirement that the Department of Defense make some 
periodic report on the amount of such funds being spent, with a like 
indication of the proportion allocated to small business. 

Consequently, when a bill for extending the life of the Small Business 
Act was under consideration by the House Banking and Currency 
Committee during the 1st session of the 84th Congress, I made, on 
behalf of these members, a recommendation that the new law require 
the Department of Defense to make a monthly report to Congress on, 
this subject. This recommendation was accepted; and the informa- 
tion is now available for the period beginning July 1, 1955. 

From July 1, 1955, through May 31, 1956, the Department of 
Defense awarded contracts to private firms committing $1,728,372,000 
of Federal funds for research and development uses. Of this total 
only 5.9 percent was committed to firms having less than 500 em- 
ployees. 

Since the significance of the Department of Defense’s subsidy for 
industrial research has been pointed out, along with the fact that 
95 percent of these funds are going to a relatively few big corpora- 
tions, several Members of the House have expressed grave concern, 
and have requested that the Small Business Committee make a more 
detailed investigation and study to determine what feasible steps 
should be taken to allow small business to share in the research and 
development work. Your Small Business Committee has this matter 
under study, and has dispatched to the Department of Defense 
questionnaires which are designed to throw more light on the dis- 
tribution problem. 

Contracts for defense supplies and facilities continue to account for 
a substantial share of the manufacturing and construction activities 
of the country. In the fiscal year just ended the Department of 
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Defense awarded contracts for supplies, services, and construction 
totaling between $14 billion and $15 billion. Of the total for the 
first 11 months of the fiscal year ($13.4 billion) 83 percent was awarded 
to contractors selected on the basis of negotiation; or conversely, only 
17 percent was awarded on the basis of advertised competitive bid. 

It is manifest that an inequitable distribution of such a huge volume 
of business as between large and small competitors would have, or 
is having, a decided impact upon the competitive structure of American 
industry. Congress has long been keenly aware of the consequences 
of an inequitable distribution, as well as the tendency for the lion’s 
share of this business to find its way to bigger competitors; in no less 
than three separate statutes Congress has daclared the national policy 
to be that small business shall have a fair proportion of such business. 

Administrative efforts to carry out this policy have for the most 
part consisted of a “joint determination,” or as it is more recently 
called, a “joint set-aside” program, whereby representatives of the 
SBA obtain the military procurement office’s agreement to earmark 
certain ne contract procurements for award on the basis of com- 
petition limited to small firms. This program involves a somewhat 
novel apyronck to diffusion of administrative responsibility, the 
efficacy of which is yet to be demonstrated. 

The controlling statutes would seem to place responsibility directly 
with the Department of Defense for carrying out the declared national 
policy that small business shall have a “fair proportion” of the defense 
contracts. But in the absence of both targets and systematic pro- 
cedure for carrying out the policy, within the Department of Defense, 
the SBA maintains a representative in each of a large number of mili- 
tary procurement offices over the country, whose representative’s job 
it is to screen proposed procurements and recommend to the military 

rocurement officer in charge that certain ones be earmarked for small 

usiness. Small business is taken to be a firm with 500 employees or 
less without respect to what line of work it may be engaged in or what 
its competitive position within its industry may be. 

In the past 3 fiscal years, since the set-aside program has been in 
operation, contracts earmarked for small business amounted to 
$1,042,520,489, or 2.0 percent of the value of all the military con- 
tracts awarded in the period. In the same period, the contracts 
earmarked for small business and actually awarded to small business 
amounted to $706,091,117, which was 1.4 percent of the military 
contracts awarded in this period. 

It is not known what portion of the contracts earmarked for small 
business would inevitably have gone to small business, anyway, as, 
for example, contracts for many types of garments or for blueprints, 
where there is no firm having as many as 500 employees. In any case, 
the contracts which went to small business as a result of the set-aside 
program amounted to only a small fraction of the contracts which 
small business managed to obtain with the set-aside assistance. In 
the 3 fiscal years mentioned small business received 22.4 percent of 
the value of all military contracts awarded, with or without set-aside 
assistance. 

Despite the set-aside program and other efforts by SBA and the 
Department of Defense to give small business “an equitable oppor- 
tunity to compete” the lion’s share of the defense contracts continués 
to be placed with a few giant corporations. Moreover, there is some 
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evidence of a recent tendency for the defense business to become 
more concentrated. 

From June 1950 through June 1953, 63.6 percent of the value of all 
the defense contracts awarded were placed with the 100 largest con- 
tract holders. During the subs , ough 
December 1954—the.latest period for which a report is available— 
68.8 percent of the value of the contracts went to the 100 largest 
contract holders. 

Beyond an occasional report on the 100 largest contractors, the 
Department of Defense makes public no meaningful report on the 
question how its contracts are distributed as between small firms and 
large firms, and appears to have no such report for its own information. 

The Small Business Act of 1953 seems clearly to contemplate that 
the national policy will be concerned about the small competitors in 
each of the various industries. But the Administrator’s decision to 
define small business as a firm with less than 500 employees, irrespec- 
tive of industry, makes the national policy one which in theory is con- 
cerned about the small competitors in some industries and not those in 
others. For example, the policy would not be concerned with how the 
defense contracts may be distributed w ithin the motor-vehicle indus- 
try, since even the’smallest truck maker in this industry has well over 
500 employees. In practice moreover, since the Department lumps 
its data for all industries indiscriminately, the 500-employee definition 
results ir a national policy which is concerned about the smaller com- 
petitors in no ind&stry. 

The percentage of the value of a fiscal year’s contracts going to small 
business has ranged from 17 to 25 percent during the past 5 fiscal years. 
Such year to year variation may indicate, in part, that a better or a 
poorer job is being done to bring small business into the picture. 
Moreover, the indications on this question may be completely obscured 
by the addition or substraction of a few more or less huge long-term 
contracts awarded for such items as aircraft, tanks, or ships. Such 
additions or substractions may materially change the small-business 
percentage in any fiscal year, irrespective of whether there is any real 
change in the small-business share of such contracts as firms with less 
than 500 employees might actually perform. 

The Department of Defense periodically treats the public to a 
statistic on what has been called the amount of contracts which are 
suitable for award to small business, but here again the statistics raise 
more questions than they answer. The suitable contracts consist, in 
the first instance, of contracts for items for which the contracting 
officer happens to know of a small-business source but from these 
there are then subtracted (1) such “suitable contracts which were 
awarded to big firms, in order to maintain such firms in the mobiliza- 
tion base,”’ and (2) such “suitable contracts which were awarded to 
big firms in an emergency situation requiring schedules that cannot 
be met by a small-business firm.’’ In Department of Defense pro- 
curement practices emergency situations are more the rule than the 
exception. For example, according to a recent study made by the 
House Armed Services Committee, 94 percent of the value of the non- 
construction contracts has been awarded, not according to the general 
policy requiring advertising for competitive bids, but under an ex- 
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ceptional provision of the law applicable to a period of national 
emergency.' 

The most that can be said of the Department’s statistics on contracts 
“suitable for small business’’ is that they show that certainly small 
business has received no more than 67.8 percent of its fair proportion 
during the past 3 years. In short, the contracts awarded small 
business in this period amounted to 67.8 percent of the amount which 
the Department reported to be suitable—or which it has more recently 
called the small business potential. 


The credit squeeze 


In April of this year, the Federal Reserve Board announced a hike 
in the discount rate—the Board’s fifth such action to squeeze com- 
mercial bank credit since April 1955. These credit restrictions, far 
from being general and undiscriminating, turned out to be highly 
selective and discriminatory against small borrowers. 

Not only do small firms depend almost exclusively on commercial 
banks as a source of credit, having little practical access to the stock 
market, commercial paper, the insurance companies and other sources 
available to big firms, but a general result of squeezing commercial 
bank credit is that the banks cut off their smaller borrowers and use 
their limited credit supply to serve their big borrowers. 

The preferential treatment which big firms receive in bidding for a 
limited credit supply is, of course, no new phenomenon. As an indi- 
cation of the extent to which small firms have recently been squeezed 
out of the credit picture, however, attention may be given to a report 
of the Standard Factors Corporation of New York, giving the results 
of its survey of some 127 banks and 727 manufacturing concerns in 
33 industries. 

This survey found that in April 1955, before the first boost in the 
discount rate, 89 percent of the companies surveyed were regular 
borrowers from the commercial banks. Just 1 year and 5 rate in- 
creases later, only 53 percent had bank lines of credit. Furthermore 
it was the smaller firms that had been cut off, and the smaller the 
firms tbe greater the proportion among them that had been cut off. 

For example, in the smallest size class of firms—those with a net 
worth between $5,000 and $25,000—53 percent of the firms had a line 
of credit with their local banks in March of 1955; but in March of 
1956, only 18 percent of these firms had a line of credit. At the other 
end of the size scale—firms with a net worth of more than $2,500,000— 
the effects of the credit squeeze were not visible. In March 1955, 99 
percent of the firms of this size had a line of bank credit; and in March 
of 1956, 99 percent still had a line of bank credit. The direct rela- 
tionship between size of firm and ability to get bank credit is mani- 
fest in the table below: 

1 Report to Hon. Carl Vinson, chairman, House Committee on Armed Services, from chairman of Sub+ 
committee for Special Investigations on Use of Section 2 (ce) (1) through (17), Armed Services Procure- 


ment Act, 1947 (period January 1, 1953, to June 30, 1955), U. 8. House of Representatives, 84th Cong., Ist 
sess., under the authority of H. Res. 112. 
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| 
| Percent of companies with 
bank lines March— 
Net worth of companies : 





1955 1956 

j 
mates enrees. policies : goed 53 | 18 
I I ini Fn sis 3454515 dd doe beeen ad ie 82 | 44 
$100,000 to $500,000_.........-.-- aided Bee o4 79 
Gnmeeee mienNeO OU a ne er ee 99 | 98 
$1,000,000 to $2,500,000... ..........----..--.-----....-- all 99 | 98 
FU IS on went eincinn erence in scahehineee nl 99 | 99 

| 





The results of the Standard Factors report are entirely in accord 
with the impressions which this committee has gained from a flood of 
letters from small-business people—except that there are two addi- 
tional features to the problem. 

First, small firms need increased credit—not less credit—to carry 
inventories and work in process—as a result of the almost continuous 
increases in the prices of products and materials coming from the big 
business sectors of the economy. 

Second, small firms, like big firms, use their credit lines with com- 
mercial banks to discount bills, carry inventory for processing or for 
sale, or to cover payrolls and other current operating payments until 
payments are forthcoming from sales. 

Such current, or short-term, working capital is of course all that 
commercial banks are theoretically intended to supply—and about 
all they are in practice suited to supply. But in truth small firms 
normally must, and do, make use of commercial bank credit for their 
longer term plant and equipment capital—for the lack of adequate 
sources of genuine long-term credit. 

When small borrowers turn to commercial finance companies to 
replace their lost bank credit, they find that the finance companies— 
which by and large depend on bank lines of credit—are themselves 
squeezed. Consequently, only the very large commercial finance com- 
panies, those which are independent of the banking system for credit, 
can even begin to meet the demand for funds. 


Credit role of SBA 

That the present banking system and organization of the capital 
markets leaves small-business credit starved has long been recognized. 
This recognition gives the Small Business Administration one of its 
principal reasons for being. It was created to make sound loans to 
small business wherever private sources proved inadequate to small- 
business needs. 

The SBA has promulgated definitions of ‘‘small business,” for loan 
purposes, which are quite narrow. Nevertheless, according to these 
definitions an estimated 3% million firms are potentially legible for 
small-business loans. These 3% million firms account for somewhere 
between one-third and one-half of total volume of nonagricultural 
business done in the United States. 

In June 1955, when the Small Business Committee of the House 
investigated, SBA had been receiving inquiries about loans from small- 
business people at the rate of 11,000 per month. Since that time 
small businesses’ needs for loans have been greatly increased, as a 
result of price increases and the successive squeezes on commercial 
bank credit. 
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It has been SBA’s policy, however, to discourage small-business 
people from filing formal applications. SBA instructs its field 
offices to discourage the filing of an application unless the field office 
thinks the loan is going to be approved. From past experience more- 
over, the field offices have learned that only a few applications with 
gold-plated security will be approved. 

In 3 fiseal years, 1954-56, SBA accepted only 9,688 applications. 
Of these, 2,950 were approved, not counting some that were approved 
and subsequently canceled or withdrawn. 

SBA has made disbursements on only 2,220 of these. 

The applications approved were in the amount of $136 million, 
including amounts to be lent by the local banks in bank participation. 

SBA’s share of the total loan commitment was $113 million, in- 
cluding $39 million of contingent commitments on deferred par- 
ticipation loans. Deferred participation loans are those on which the 
bank makes the entire loan, but has the option of calling on SBA 
to make good a certain share of the loan. 

In the 3 fiseal years, SBA had actually disbursed only $52.6 million, 
of which $10.5 million had been repaid. 

Some perspective may be given to this $52.6 million lent to United 
States small business during the past 3 fiscal years, by considering 
the organization and operations of 3 other lending organizations in 
which the United States Government participates. 

The Export-Import Bank, financed wholly by the United States 
Government, makes loans to private importers and exporters. Prin- 
cipally, it is for the benefit of United States business, in financing 
their exports. The bank is authorized to have a capital stock of $1 
billion and may borrow from the United States Treasury up to $5 
billion at any time. The bank is authorized to have outstanding 
loans and guaranties up to $5 billion. 

In the 3 fiscal years, 1954-56, the Export-Import Bank authorized 
325 credits, totaling $1.3 billion. In this period it actually dis- 
bursed over $1 billion. 

In other words, the Export-Import Bank disbursed in the 3 fiscal 
pears approximately 20 times as much, principally to finance big- 

usiness exports to foreign countries, as the SBA lent to small-busi- 
ness people in the United States. 

The International Bank for Reconstruction and Development, 
called the World Bank, finances the projects of foreign governments 
and projects guaranteed by foreign governments. The United States 
Government has subscribed $3.175 billion to the bank. Our large 
United States big business profits from this bank’s operations. It is 
big businesses who construct these foreign projects, supply the ma- 
chinery and equipment for the projects, and profit in export trade 
from the dollar exchange made available by the bank. 

In the 3 fiscal years, 1954-56, the World Bank authorized 72 loans 
in a total amount of $1.192 billion and it actually disbursed $860.4 
million. 

In other words, the World Bank disbursed to foreign governments 
and foreign companies more than 16 times as much as the Small 
Business Administration disbursed to small-business firms in the 
United States. 

In addition, we now have a new subsidiary of the World Bank 
known as the International Finance Corporation, which is for the 
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purpose of making loans to foreign projects without the guaranties 
of foreign governments. This new organization was provided for 
in Public Law 350 (84th Cong., lst sess., approved August 11, 1955). 
The IFC is authorized to have a loan limit of $100 million, of which 
the United States has put up $35 million. The IFC has just now 
been organized, and is ready to do business. Here, again, we have 
another organization to make loans abroad, principally for the benefit 
of foreign companies and for the benefit of big business in the United 
States who will supply most of the plants and equipment that are 
to be put up abroad. 


Price discriminations are destroying small business 

During October and November 1955, the House Small Business 
Committee held extensive hearings dealing with the practice of price 
discrimination, the Robinson-Patman Act, and related matters. 
Scores of witnesses appeared. The record of those hearings covers 
more than 1,000 printed pages. Representatives of large groups of 
small business concerns appeared and testified. They complained 
that price discrimination practices of big business concerns were de- 
stroving small business concerns wholesale. They appealed for a 
stronger law against price discrimination and asked that the Robin- 
son-Patman Act be amended through the enactment of H. R. 11, which 
they had come to know as the equality of opportunity bill. 

Subsequently, during the period April 18 to 26, 1956, inclusive, the 
Antitrust Subcommittee of the Committee on the Judiciary, House of 
Representatives, beld extensive hearings dealing with the practice of 
price discrimination and the need for the amendment to the Robinson- 
Patman Act as was provided for in H. R. 11, the equality of opportun- 
ity bill. Again representatives of large groups of small business con- 
cerns appeared and asked for the enactment of that bill. During the 
course of those hearings, Administrator Wendell Barnes, of the Small 
Business Administration, appeared and testified in opposition to 
H.R. 11. He did that despite the fact that representatives of small 
business had asked for its passage to provide them with additional 
protection against monopolistic and destructive price discrimination 
practices of big business. 

In the statement of his reasons for his opposition, Mr. Barnes 
pointed to the fact that Mr. Weeks, the Secretary of Commerce, had 
opposed the bill, and that the Federal Trade Commission and the 
Department of Justice also had opposed the bill. He stated he was 
guided by the opinions of the representatives of those agencies. To 
that statement, the chairman of the Committee on the Judiciary 
responded : 

I know, but we set up the Small Business Administration primarily to feel the 
pulse of small business all over the country, and the pulsation of small business 
all over the country might reflect entirely different views than the enforcement 
views of the Federal Trade Commission and/or the Department of Justice (p. 258 
of the record of the hearings before the Antitrust Subcommittee of the House 
Committee on the Judiciary, April 20, 1956). 

When Mr. Barnes, of the SBA, persisted in his opposition to H. R. 
11, he was questioned closely in an effort to ascertain whether he was 
reflecting views of small business concerns. The record on that point 
is quoted as follows: 


The CuarrMan. Did you get any correspondence or were any views presented 
to you from the small retail organizations which indicate a disposition to oppose 
H. R. 11? 


ee 
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Mr. Barnes. I do not think so. 

The CuarrMan. There is an anomoly here that I sort of cannot understand. 

Yours is a Small Business Administration, and all the small business associa- 
tions, from your own statement, have indicated that they want H. R. 11 passed. 

Now isn’t there an inconsistency there? You are supposed to represent small 
business, small business wants this bill, and you say there should not be such a 
bill (pp. 258-259 of the record of the hearings before the Antitrust Subcommittee 
of the House Committee on the Judiciary, April 20, 1956). 

Although the Committee on the Judiciary of the House of Repre- 
sentatives and the Committee on the Judiciary of the Senate reported 
favorably on the “equality of opportunity” bill and recommended its 
passage, the opposition to it persisted. It failed of passage when on the 
last day of the session in the Senate, Senator Bricker of Ohio objected 
to the taking up of the bill for consideration in the Senate. 


ACTIVITIES OF THE COMMITTEE, ITS SUBCOMMITTEES AND ITS STAFF 


Services rendered in the handling of inquiries and complaints 

Small-business concerns without knowledge of the organization of 
the Federal Government direct their inquiries and complaints either 
to their representatives in the Congress or directly to the House 
Small Business Committee. During the 84th Congress the staff of the 
House Small Business Committee has received and handled literally 
thousands of such inquiries and complaints from small-business 
concerns. 

When small-business people come to see or write to the Members of 
the House about problems that are especially knotty and take a lot 
of time and work to get straightened out, our committee usually gets 
those problems. Those are problems for the most part where the 
small-business firm is being mistreated or has gotten snarled up in some 

rocedure of the executive agencies, such as when a defense contract 
nas gone haywire or a loan application has fouled up in a backlash of 
redtape. All of these cases require a great deal of staff time in con- 
ferences as well as in the handling of the correspondence. 

Since the beginning of the 84th Congress the committee has re- 
ceived 663 requests and cases from 202 Members of the House about 

roblems of small business. In each of those instances a small- 

usiness man was involved and needed help. The Small Business 
Committee responded by assisting the Member and the small-business 
concern in getting the needed help. In a great many of such instances 
the staff participated in conferences and investigations regarding ac- 
tions by the agencies of the Government and in getting reports thereon 
to the Members for their use in advising their constituents. That 
service has been rendered to the Members on both sides of the aisle. 
Our staff is devoted to the cause of assisting all Members in dealing 
with small-business problems. As I have said, the inquiries, requests, 
and complaints handled by the staff of the Small Business Committee 
during the 84th Congress have numbered in the thousands, including 
those which have been referred to us by the Members. The total of 
the inquiries, requests, and complaints which have been handled during 
the 84th Congress, up to and including July 31, 1956, amounted to 
more than 15,000. 





12 ACTIVITIES OF SELECT COMMITTEE ON SMALL BUSINESS 


Study and analysis of proposals for legislation 


The staff of the House Small Business Committee has devoted a 
great deal of time and effort in studying and analyzing the need for 
new legislation to help small business. In some instances the result 
of that effort has reflected itself in bills I introduced and fought for 
during this term of the Congress. In other instances members of the 
staff have worked with and assisted representatives of the legislative 
and standing committees in studying and analyzing proposals for 
legislation and in the drafting of some proposals. One example is 
the pooling provision which was included in the Small Business 
Administration Act of 1955. That pooling provision I think is one 
of the greatest provisions of that act. It provides for a group of 
small-business concerns to pool their resources in the formation of 
a corporation to buy or produce raw materials used in their respective 
businesses. Also provided is the opportunity for corporations thus 
formed to secure loans from the Small Business Administration. 
The top limit of such loan would be $250,000, multiplied by the num- 
ber of small-business concerns which pooled their resources in the 
forming of the corporation to produce materials for the needs of their 
respective business. That was for the purpose of enabling small- 
business concerns to assure themselves of their needed supplies in 
times of critical shortages. Other examples of instances where mem- 
bers of our staff assisted representatives of the legislative and standing 
committees in providing information, for use in the consideration of 
proposed legislation which would affect small business, are those 
involving the disposition of synthetic-rubber-manufacturing facilities 
and H. R. 8710, a bill which was introduced by Chairman Vinson 
of the Armed Services Committee providing for more competitive 
bidding in the procurement of supplies for the armed services. 

An indication of the amount of time and effort required to even keep 
up with and give some study to bills which were introduced during 
the 84th Congress relating to or affecting in some way some small 
business may be gathered from a listing of some of those legislative 
proposals. A description of some of those are as follows: 

(a) Bills to amend the Robinson-Patman Act.—The bills in which 
small business showed the greatest interest during the 84th Congress 
were bills to amend the Robinson-Patman Act, to correct the weaken- 
ing of that act which has resulted from several court decisions begin- 
ning with the Supreme Court’s decision in Standard Oil (Indiana) v. 
Federal Trade Commission. 

A number of bills were introduced to correct this weakness; prin- 
cipally among these are the following: 

H. R. 11 and a number of companion bills including H. R. 1840. 

(6) Tax bills—A number of bills were introduced in the 84th 
Congress which would accomplish the following purposes: 

(1) Make the corporate form of business more attractive to small 
firms now under the partnership form of organization, so that such 
small businesses could enjoy the same advantage in accumulating 
retained business earnings at corporation rates; and 

(2) To reduce taxes on smaller corporations and provide in place of 
the now substantially flat rate on corporate incomes, a graduated, or 
progressive, rate similar to that applicable to individual income tax. 

In the Congress the principal bills introduced were: 
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(1) H. R. 9067 (4) S. 3128 
(2) H. R. 9851 (5) S. 3129 
(3) H. R. 10081 


(c) Antitrust bills —There were several bills which recognized prob- 
lems growing out of the new structure of business which has been 
emerging for a number of years. This is an organization under which 
a few giant corporations control the raw materials, processing, and 
manufacturing segments of industry, which a large number of very 
small business firms serve as retail distributors—for example, retail 
gasoline dealers and automobile dealers illustrate the problem. 

At least two bills were introduced which would tend to restrict 
suppliers’ freedom for canceling dealer’s franchises without good cause, 
and particularly, to restrict suppliers’ freedom to coerce dealers to 
follow policies, or to deal only in the brands of merchandise dictated 
by the suppliers. These are H. R. 8395 and S. 3879. 

As a result of the great wave of corporate mergers which have 
been taking place, with obvious rapid deterioration of the competitive 
enterprise system, a number of biils have been introduced to strengthen 
the antimerger law. These include the following: 


(1) H. R. 6748 (4) H. R. 8332 ° 
2) H. R. 5948 (5) H.R. 9424 


The most important of the antitrust laws from the immediate 
standpoint of small business is the Clayton Act, as amended by the 
Robinson-Patman Act. Perhaps the two most important sections 
are that restricting illegal monopolistic price discriminations, and that 
which prohibits exclusive dealing contracts and tie-in sales of such a 
nature which tie up entire markets and foreclose opportunity to small 
firms, 

The Federal Trade Commission enforces the Clayton Act, as 
amended by the Robinson-Patman Act. At present this law has a 
loophole in it. After the Federal Trade Commission proves a viola- 
tion and issues a cease-and-desist order, there is no time limit within 
which the violator may file an appeal in a Federal court. If the Federal 
Trade Commission wishes to force compliance with its order it must 
petition a Federal court, and it must moreover prove that its order is 
being violated. In other words, the FTC must prove two violations, 
and the violator gets ‘‘one free violation.” 

H. R. 11454, introduced by Congressman Roosevelt, would correct 
this problem by making Clayton Act orders automatically final unless 
eis Seen on which the order is issued fails to file an appeal within 
60 days. 

H. R. 3659, introduced by Congressman Celler, increased the maxi- 
mum fine for criminal violations of the Sherman Act from $5,000 to 
$50,000. This bill was passed and signed by the President. 

Another bill, which became law, S. 2127, extended the life of the 
Small Business Administration, and increased the maximum loan which 
the Small Business Administration is authorized to make to small 
business firms. 

(d) Government procurement.—H. R. 8710, introduced by Congress- 
man Carl Vinson, was designed to assist small business in obtaining 
a “fair proportion” of Government contracts. It would tighten the 
requirement of awarding Government contracts on the basis of adver- 








14 ACTIVITIES OF SELECT COMMITTEE ON SMALL BUSINESS 


tised competitive bids, so that small business would have a better 
opportunity (during the past 3 years the Department of Defense has 
been awarding approximately 95 percent of the value of all contracts 
on the basis of negotiations). It would also authorize the Department 
of Defense to negotiate contracts with small business, by reason of 
the fact that contracts in question are suitable for small business. 


Study of the proposals for disposal of Government-owned synthetic rubber 
facilities 

Early last year the staff of the House Small Business Committee 
analyzed the proposals for selling the Government-owned synthetic 
rubber plants. That study led to the conclusion that the proposals 
did not meet the standards laid down in the Rubber Disposal Act of 
1953, in that it would not create “a free and competitive industry” 
and that the sales contracts provided for in the plan did not provide 
assurance that small rubber fabricators would receive a fair share of 
available rubber supplies. On March 21, 1955, the staff prepared a 
report on the facts concerning the plans for the disposal of the plants, 
and I directed that a copy of that report be made available to each 
Member of the House, before it was necessary for the House to con- 
sider and vote on the question of whether the proposals should be 
approved or disapproved. 

During the debate in the House on the proposals and as a result of 
the findings made in the report submitted by the staff of the House 
Small Business Committee, the big rubber and oil companies purchas- 
ing the rubber plants gave Members of Congress firm assurances that 
the small and independent fabricators would not be mistreated and 
that the price of synthetic rubber would not be advanced, if Congress 
should approve the plans as proposed. 

After the plants were sold the price of natural rubber continued to 
rise. The price averaged better than 42 cents per pound during the 
last 9 months of 1955 and the price of synthetic rubber could have 
been raised to that level, but during that period of time the new 
owners of the former Government synthetic rubber plants held the 
price at 21 cents per pound. If they had raised the price of synthetic. 
rubber up to the going price of natural rubber it would have meant 
the doubling of the price. On that basis the 1.6 billion pounds which 
they sold in the last 9 months of 1955 would have cost the consumers 
at least $337 million more. Several Members of the House have 
therefore expressed the view that the fact finding set out in the staff 
report from the House Small Business Committee was instrumental 
in saving the consumers of rubber in this country $337 million. I 
would hesitate to accept full credit for effecting such a result, but 
am inclined to think we were in part responsible for that result. 

I am also happy to report that to date there have been very few 
complaints that small rubber fabricators are finding it difficult to get 
supplies of synthetic rubber. 


Iron and steel scrap industry 


The staff of our committee has spent much time and effort in study- 
ing complaints which were received from semi-integrated steel com- 
panies and steel and iron foundries that they had been caught in a 
squeeze due to shortages and rising prices of scrap. It was pointed 
out that many of them are dependent wholly upon scrap in order to 
carry on operations, and that in instances in shortages and high prices 





ACTIVITIES OF SELECT COMMITTEE ON SMALL BUSINESS 15 


of scrap, they are therefore in a much more difficult position than the 
large fully integrated steel companies which own or have ready access 
to plentiful supplies of ore. 

When the staff of the House Small Business Committee initiated its 
consideration of this problem the price of No. 1 heavy melting scrap 
at Pittsburgh was up to $55 a ton. That compared with only $58.55 
a ton for new basic pig iron. Two years earlier No. 1 heavy melting 
scrap was $30 a ton and basic pig iron was $56 a ton. 

As the study of the problem progressed with the members of the 
staff holding conferences with members of the different segments of 
the industry, the situation which had been faced by the small semi- 
integrated steel companies greatly improved from their standpoint. 
Prices of scrap dropped substantially. Despite that drop in the prices 
a greater supply of scrap appeared to be available to the small buyers 
than there had been earlier. In view of the changed circumstances, 
I did not order that hearings be held dealing with that problem. 
However, it has been noted that during the first week of August 1956 
the price of No. 1 heavy melting steel scrap rose sharply—$11 per 
ton at Cleveland to $56 to $57, $9 per ton at Pittsburgh to $55 to $56, 
and $10 per ton at Youngstown to $59 to $60. It appears that those 
matters will call for further study on the part of our staff. 


Hearings on price discrimination, the Robinson-Patman Act and related 
matters 
During October and November 1955 the committee held hearings 
on price discrimination, the Robinson-Patman Act, and related mat- 
ters. Many complaints had been made to the effect that price-dis- 
crimination practices were rampant, particularly in the food industry. 


It had been reported that the Federal Trade Commission and the 
Antitrust Division of the Department of Justice, which are charged 
with the duty of enforcing the Robinson-Patman Act against price 
discrimination, were slowing down in their work in that respect. 
Representatives of those two agencies had served on the Attorney 
General’s National Committee To Study the Antitrust Laws and had 
participated in writing a report which had ridiculed the Robinson- 
Patman Act and had advocated its emasculation. The purpose of 
our hearings was to record the facts about such matters. 

Our committee held extensive hearings and heard testimony from 
more than 50 witnesses covering more than 1,200 printed pages of 
record. 

The record shows that the practice of price discrimination is prac- 
ticed widely. Testimony of several witnesses from the manufacturing- 
baking industry was received. The testimony was to the effect that 
price discriminations are destroying the small and independent manu- 
facturers of bakery products and that the situation is developing into 
one of a monopoly in the hands of a few chain bakers and a few chain- 
store operators. 

What was said about price discrimination corroborated what we 
have learned about it each time we have studied that practice—that 
is, it is a weapon of sellers who have some degree of monopoly power 
and that it is effectively employed only by those who have such power. 

Also, notwithstanding the wealth of factual information which 
heretofore has been gathered by the Congress regarding the unwhole- 
some character of the practice of price discrimination, a lobby was 
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formed to present and disseminate arguments in favor of price dis- 
crimination and against the laws designed to curb that practice. 

It was discovered that the arguments in favor of price discrimina- 
tion are part and parcel of the cleverest piece of propaganda ever 
conceived. That propaganda is one of the instruments of the high- 

owered lobby which has been working against small business and the 

obinson-Patman Act. It has enveloped almost every office in 
Washington. It has influenced the thinking in the Federal Trade 
Commission and the Antitrust Division of the Department of Justice 
and the position of those agencies regarding price discrimination and 
their attitude toward the Robinson-Patman Act. 

Therefore, it did not come as a surprise when representatives of 
those agencies came before the Congress in March of 1956 and op- 
posed the strengthening of the laws against the monopolistic practice 
of price discrimination. In 1955 the head of the Antitrust Division 
of the Department of Justice and the person, who was at that time 
serving as the Chairman of the Federal Trade Commission, were 
members of the Attorney General’s National Committee To Study 
the Antitrust Laws. As I have said the report published by that 
committee in March 1955 ridiculed the Federal antitrust laws which 
were designed to curb the monopolistic practice of price discrimination. 


Study of the antitrust laws and their enforcement 


The staff of the committee is continuously reviewing the record of 
the work of the Federal agencies charged with the duty of enforcing 
the antitrust laws. Particular attention has been given to the en- 
forcement of those laws which directly affect small business. Out of 
those studies developed a staff report dated October 31, 1955, entitled 
“Statistics on Federal Antitrust Activity.” A second staff report 
dealing with that subject was published January 2, 1956, entitled 
“Volume of Federal Trade Commission Antitrust Complaints.” 
The latter report covered the record of the Federal Trade Commission 
in the handling of cases arising under the Clayton Antitrust Act over 
the period of 5% years ending December 31, 1955. That report shows 
that for the last half of that period the Federal Trade Commission 
issued 59 new complaints charging violations of the Clayton Antitrust 
Act. In the first half of that period (covering a period of 33 months) 
the Federal Trade Commission issued 56 such complaints. However, 
the number of complaints did not tell the full story. The 56 com- 
plaints issued in the first half of the period were against 66 companies, 
the assets of which averaged $256,200,000 per company, while the 
59 complaints issued in the last half of the 5\-year period ran against 
60 companies with average assets of only $32,500,000. It was also 
found that during the last half of that period one small company was 
charged with violating the Clayton Antitrust Act, whose total assets 
were only $16,000. The company in question reported to the Small 
Business Committee that its total income from the sale of citrus fruits 
during the year 1954 was only $460. The disclosure of those facts 
has given rise to the question as to whether or not our Federal agencies 
have turned their big antitrust guns on small business and away from 
big business. 


Study of supply versus demand for portland cement 


When our committee began investigating the cement shortage last 
year, it was plain that there was a demand for a substantial expansion 
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of cement capacity. Cement was generally short throughout the 
United States, and in many sections of the country there were acute 
shortages. Small distributors could not get cement and small con- 
tractors could not get enough cement to finish projects they had 
underway. The prospects were that those situations would worsen 
upon the enactment by the Congress of legislation providing for a 
vastly increased highway building program. 

I called attention to this matter in questionnaires to cement pro- 
ducers and users which directed to the attention of the cement com- 
panies the unsecured demand. 

Here again it may be coincidental that after we got this investiga- 
tion underway, there was a rapid increase in the cement companies’ 
expansion programs. I suspect we may have helped make these com- 
panies aware of the need for expansion. At least several of the com- 
panies wrote to the committee telling us of their decisions to expand 
even before they announced it piablicly. 


The staff held roundtable conferences regarding problems of particular 
industries 

In certain instances when members of an industry brought to the 
staff of the committee a problem that needed consideration and when 
time and resources were not available to make an investigation, resort 
was made to the device of the roundtable conference. That was done 
in the hope that by bringing together persons who had responsibility 
for dealing with the problem, we would be able to discuss it with those 
directly concerned and, through an exchange of views, perhaps reach 
a conclusion that would facilitate an appropriate disposition of the 
matter. Some examples of such instances are those involving the 
manufacturing-baking industry, the importation of watchcases, the 
leasing of aircraft, and the importation of peanuts. 


INVESTIGATIONS, STUDIES, AND OTHER ACTIVITIES OF THE VARIOUS 
SUBCOMMITTEES 


A. Subcommittee No. 1. Regulatory agencies 


Subcommittee No. 1 is composed of the Honorable Joe L. Evins, of 
Tennessee, chairman, and the Honorable Sidney R. Yates, of Illinois, 
and the Honorable William M. McCulloch, of Ohio. 

Earlier reports regarding the activities of this subcommittee pointed 
out that its goal is a careful study and investigation of the organiza- 
tion and procedures of the several independent Federal regulatory 
agencies. The duties of the agencies include the enforcement of trade 
and monopoly laws directly and vitally affecting small business. One 
allegation that the subcommittee has been looking into is that these 
regulatory agencies have lost their independence and have fallen under 
the influence and control of the executive branch and of the interests 
they are supposed to be regulating. 

Extensive hearings, therefore, were held covering the organization, 
procedures, and operations of the Federal Trade Commission, the 
Federal Power Commission, the Federal Communications Commis- 
sion, the Civil Aeronautics Board, and the Securities and Exchange 
Commission. Many witnesses have testified, and the records of the 
printed hearings approximate 1,000 pages. The hearings were con- 
eluded on July 20,1956, and a report dealing with those hearings of this 
subcommittee is being prepared. 
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B. Subcommittee No. 2. Small Business Administration and problems 
related to procurement, loans, and disposal 


This subcommittee is composed of the Honorable Abraham J. 
Multer, of New York, as chairman, and the Honorable Joe L. Evins, 
of Tennessee, and the Honorable R. Walter Riehlman, of New York. 

The Small Business Act of 1953 expired June 30, 1955. Therefore, 
when this subcommittee was established in January 1955, its first order 
of business was to appraise the operations of the Small Business Admin- 
istration and to determine whether there was a substantial need for 
continuing this agency. Consequently, during the first few months 
of its existence the subcommittee devoted a substantial amount of 
time commencing during March 1955 in holding hearings, studying, 
and reporting upon the activities of the Small Business Administration. 

The subcommittee’s report on the Small Business Administration, 
House Report No. 1045, and the record of the hearings held by the 
subcommittee were considered by the members of the House Banking 
and Currency Committee before the enactment of Public Law 268, 
which reestablished and provided for the continuation of the Small 
Business Administration until June 30, 1957. 

The report of the subcommittee found that there was a substantial 
need for continuing a Federal small-business agency to carry out 
the functions which the Small Business Administration had been au- 
thorized to perform. The committee, however, also found that 
SBA’s performance had fallen considerably short of the success that 
had been hoped for. 

Subsequent to its hearings and report on the Small Business Ad- 
ministration, the subcommittee held formal and informal hearings on 
related subjects within its jurisdiction. Those included the follow- 
ing: 

First. Urban renewal projects and slum clearance. 
Second. Problems of small business doing business with the Gov- 
ernment. 

Third. The exclusion of small business from the disposal of surplus 
products and the difficulties encountered by small business in par- 
ticipating in the stockpile program. 

Fourth. The definition of “small business.”’ 

Fifth. The subcommittee continued its activities in overseeing the 
operations and procedures of the Small Business Administration, the 
agency in the Government which was created by Congress to aid and 
assist small business. 

Numerous complaints were received by the subcommittee that 
small business was being treated inequitably in the dislocation and 
upheaval caused by urban renewal an slum-clearance projects. The 
situation appeared to be prevalent throughout the country. It was 
because of the great number of complaints received that this problem 
was recognized as extremely serious and difficult and that small- 
business concerns were being treated inequitably in the dislocation 
caused by the urban-renewal development projects. 

The subcommittee held public hearings on May 3, 1956. The com- 
mittee heard complaints from witnesses from Chicago, IIl., Baltimore, 
Md., Washington, D. C., and New York City. Testimony was also 
taken from officials of the various Government agencies involved and 
participating in the urban-renewal and slum-clearance projects. The 
subcommittee’s report, House Report No. 2303, was filed with the 
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Clerk of the House on June 11, 1956. This report confirmed the 
findings of the subcommittee in its report which was filed in the Ist 
session of the 84th Congress, House Report No. 1588, which was based 
ee public hearings held by the subcommittee on April 19, 1955. 

e witnesses who participated and testified at this hearing were 
officials of the Government agencies involved and small-business men 
affected by the dislocation caused by the urban-renewal project. The 
subcommittee found that small business concerns who find themselves 
on a site which is being taken over for an urban renewal project are 
in double jeopardy, first, with the closing of their business, and second, 
the financial problem of the displacement of the small business con- 
cern in weathering the long period of transition, whether it be to a 
new place of business in a new area or a place of business in the old 
area when reconstruction has been completed. The report pointed 
out that the law, as then in effect, made no mention whatsoever of 
aid to small-business men and the subcommittee felt that this was a 
grave oversight. 

The committee found that attention was given to families who lose 
their residences because of such dislocation and suggested that similar 
provisions should be enacted to safeguard the business segments of 
the community. Such aid should go beyond the clearinghouse pro- 
visions utilized to replace families in living quarters because moving 
a business entails a great deal more than the moving of a family. 
Costs are often higher and in some cases suitable markets are left and 
new markets are yet to be obtained. It was unanimously recom- 
mended by the subcommittee that the Federal Government should 
alleviate these problems wherever possible, both through direct finan- 
cial aid and expert guidance. 

The subcommittee therefore concluded that, first, direct financial 
grants be awarded to small business concerns dislocated by urban 
renewal developments; and, second, a new loan program be created 
to aid dislocated small business concerns in the relocation and reestab- 
lishment of their businesses. Pursuant to the conclusions and recom- 
mendations submitted by this committee, action was taken by the 
legislative committees of the Congress, and it should be noted that 
the Housing Act, as amended by the 84th Congress, carries a pro- 
vision for compensation to small business concerns dislocated by urban- 
renewal and slum-clearance projects. 

The Small Business Administration was directed by the Small 
Business Act of 1953 to establish and make public a definition for 
small business on an industry-by-industry basis. To date, no such 
definition has been established for procurement purposes by the Small 
Business Administration. It was not until July 1956 that a proposed 
definition for procurement purposes as prepared by an interagency 
task force, created by the SBA, was submitted to this subcommittee 
for prior opinion and advice. Upon examination of the proposed 
definition, the subcommittee concluded that it was necessary to hold 
hearings on the proposed definition. Such hearings were held on 
July 5, 1956. The witnesses who appeared at these hearings were the 
Administrator and Deputy Administrator of SBA and the members 
of the interagency task force. It is interesting to note however, that 
the interagency task force was only created by the Small Business 
Administration subsequent to the issuance of House Report No. 1045 
by this committee filed with the Clerk of the House on July 1, 1955. 

e report found that the SBA had not acted expeditiously on a 








20 ACTIVITIES OF SELECT COMMITTEE ON SMALL BUSINESS 


revised definition applicable to Government procurement. The inter- 
agency task force was established only after this subcommittee indi- 
cated that the 500-employee rule was arbitrary and failed to follow 
the intent of Congress. 

After 18 months the interagency task force finally submitted the 
proposed definition and it then became apparent to the committee 
that the intent of Congress had again been thwarted. This new 

roposed definition again fails to follow the will of Congress in that 
it does not establish a definition on an industry-by-industry basis. 
It is evident that the 500-employee rule is not a sufficient definition, 
and Congress has time and again stated that the only definition which 
would be suitable is one which would be flexible and adaptable, and 
one that would be based on an industry-by-industry criterion. 

A report is now being prepared by the subcommittee for submission 
to the House on the hearings on the definition of small business. 

The subcommittee received a large number of complaints from 
small-business concerns alleging that they were not being treated 
fairly and equitably in the awarding of contracts by the Government. 
Furthermore, such ‘concerns were afraid to testify before the com- 
mittee because of the fear of reprisal. However, the committee was 
able, through executive ard private sessions with officials of such 
small-business concerns, to ascertain the basis for their complaints. 
It also became quite apparent to the committee that unless it went to 
the small-business concerns and gave them an opportunity to be 
heard, the small-business concerns would not have an opportunity to 
voice their complaints to Congress. Therefore the subcommittee 
conducted a series of field investigations and hearings in Atlanta, Ga., 
and Jacksonville and Miami, Fla., in April 1956. The evidence ad- 
duced at these informal hearings established that small business is not 
receiving its fair share of Government procurement and is not being 
treated fairly and equitably in doing business with the Government 

The subcommittee found that the procurement practices of the 
Government in relation to small-business concerns are unrealistic. 
The practice by the procurement agencies of utilizing change orders 
after the opening of bids and the awarding of contracts, specification 
requirements of crash programs, and the emergency deliveries on short- 
supply items or items stocked and warehoused only by big business 
and the delay of payment and the refusal of progress payments to 
small business, all worked to the detriment of small business. 

The committee continued to watch and work for improvements in 
the operations and activities of the Small Business Administration. 
In this connection, the SBA sought out the opinion and advice of the 
subcommittee and the subcommittee gave informal advice and opin- 
ions to the SBA. In this connection, the Small Business Administra- 
tion requested an opinion of the subcommittee as to the intent of 
Congress regarding certain amendments to the Small Business Act of 
1953, as contained in Public Law 268 of the 84th Congress. 

On September 14, 1955, a letter was directed to the Administrator 
of the Small Business Administration in which the subcommittee 
indicated what, in their opinion, was the intent of Congress in the 
enactment of Public Law 268. The chairman of the subcommittee 
stated that it was the intent of Congress to expand and strengthen 
the duties and responsibilities of SBA. The letter from the chairman 
of the subcommittee stated further that nothing in the new act can or 
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should be otherwise construed. The SBA is authorized, first, to 
determine whether business concerns of a particular size in a given 
industry are in fact small-business concerns, and such determination 
is binding on all other Federal departments and agencies; second, to 
insure that a fair proportion of all Government contracts, including 
those for research and development, is awarded to small business; 
and, third, to participate in a joint determination program with pro- 
curement officers to insure that contracts go to small ) Sealed in the 
interest of maintaining as well as mobilizing the Nation’s full 
productive capacity. 

In the late summer of 1955, the New England area was devastated 
by floods incident to heavy rains causing extensive damage to small 
businesses in this area. The chairman of the subcommittee immedi- 
ately toured the area to determine the extent of the damage, its effect 
upon the small business concerns located therein, and what help, if 
any, would be needed to assist these small business concerns. The 
chairman of the subcommittee conferred with State and local officials, 
as well as Members of Congress whose districts had been affected by 
this catastrophe. In September of 1955, because of the urgency and 
emergency created by the floods in the New England States and the 
request for disaster loans, based upon complaints received by the 
subcommittee, the chairman of the subcommittee directed a letter to 
the Administrator of SBA, dated September 29, 1955, in which it 
interpreted section 207 (b) (1) of the act which deals with disaster 
loans, specifically in connection with the requirement of collateral for 
such loans. And again in this same connection, the SBA requested 
aid and advice from the subcommittee on how to deal with the dis- 
aster loan program in view of the fact that it did not have sufficient 
funds to meet this dire emergency. On September 30, 1955, the 
chairman of the subcommittee directed a letter to the Administrator 
of SBA and gave its opinion and advice on this subject. 

The committee received numerous complaints from small business 
concerns that they had been discriminated against and, because of the 
stringent regulations by the Government agencies, were unable to 
participate in the disposal of surplus products by the Commodity 
Credit Corporation, particularly in its barter program for the stockpile 
of strategic and nonstrategic items. Hestank: hearings were therefore 
held on July 11, 12, and 17, 1956, on this problem. Witnesses were 
heard from the various Government agencies and the small and large 
concerns involved in the barter program of the Commodity Credit 
Corporation, General Services Administration, and Office of Defense 
Mobilization. 

The hearings have been adjourned subject to the call of the Chair, 
and the staff of the committee is presently studying the voluminous 
amount of material submitted at the hearings in preparation for further 
hearings on this most important subject. 

On February 23, 1955, the chairman of this subcommittee, in 
announcing the program of the subcommittee, stated: 

The procedures and practices surrounding the Government’s transactions with 
private firms are vastly complex. It was largely for this reason that the programs 
of the Small Business Administration were established. In instituting these pro- 
grams, Congress created an agency to stay on the job constantly, to work con- 


tinuously at finding ways to carry out our public policy on safeguarding small 
business in these procurement and disposal matters. 
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In order to build up the Nation’s economic strength, the chairman 
of this subcommittee introduced an amendment to the highway bill 
which was adopted by the House and in commenting on this statement, 
the chairman of the subcommittee stated that the adoption of the 
amendment by the House is another clear indication of the clear 
intent of Congress to aid and assist small business, since small business 
is the backbone of the American economy and extremely vital to our 
competitive enterprise system. 


C. Subcommittee No. 3. Minerals and Raw Materials 


Subcommittee No. 3 is composed of Hon. Sidney R. Yates, of 
Illinois, chairman, and Hon. Abraham J. Multer, of New York, and 
Hon. Timothy P. Sheehan, of Illinois. 

As reported earlier, this subcommittee had undertaken an investiga- 
tion and study of recurring shortages of certain raw materials. In 
that connection it was pointed out that a vast number of small 
businesses depend upon adequate production and ready availability 
of certain basic minerals and production materials, and that where 
recurring shortages of such minerals and materials are acute, small 
businesses cannot survive unless steps are taken to see that they get a 
fair share of whatever supplies are available. 

Because complaints were received at the beginning of the 84th 
Congress from the nonintegrated aluminum fabricators, that indus- 
try received the attention and consideration of this subcommittee. 
Hearings were undertaken in an effort to help alleviate the shortages. 
During the course of those hearings scores of witnesses testified and 
the record of their testimony covers 1,144 printed pages. The report 
on that investigation and study, consisting of 150 printed pages, was 
submitted to the House on July 27, 1956, as House Report 2954. It 
stated in its summary and recommendations that the most significant 
question in the aluminum industry today appears to be that, absent 
a reversal of present trends, whether the position of small business 
will fail to improve and expand in keeping with the growth of the 
industry as a whole. This is particularly true of the segment of the 
industry dependent upon a fluid supply of primary metal. 

The committee found that in this highly concentrated industry 
with only three prime producers that the two competitors to Alcoa, 
Kaiser, and Reynolds, had made substantial amounts of primary 
aluminum available to the trade. However, both Kaiser and Rey- 
nolds have already instituted and financed expansion programs for 
new fabricating plants which will mean relatively less primary metal 
for sale on the open market. 

The committee recommended that the Office of Defense Mobiliza- 
tion study the problem of the small nonintegrated aluminum fabri- 
cators to determine whether the suggestions and recommendations of 
the committee to establish.a buying corporation of these noninte- 
grated fabricators pursuant to the Small Business Act of 1953, is 
proper and within the law, or whether additional legislation would 
be needed to enable such buying corporation to enter into buying 
contracts. 

In addition, the subcommittee recommended that the Federal Trade 
Commission and the Department of Justice undertake studies and 
investigations of the aluminum industry with respect to those factors 
which may hinder the growth of small business in the aluminum 
industry. 
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The committee pointed out that some of these factors are (1) the 
prices of aluminum pig, ingot, and billet and its effect upon smelters 
and foundries, (2) the effect of scrap acquisitions by the primary 
producers upon smelters and foundries, (3) the complaints of non- 
integrated users that they are subjected to price squeezes by the 
primary producers of certain alloys, (4) the extent to which metal 
made available to nonintergrated users is taken by large concerns and 
not small business, and (5) the reasonableness of the price spread 
between aluminum pig, ingot, billet, and semifabricated producers. 
D. Subcommittee No. 4. Aircraft industry 

Subcommittee No. 4 is composed of the Honorable Tom Steed of 
Oklahoma, chairman, and the Honorable James Roosevelt of Cali- 
fornia and the Honorable Horace Seely-Brown, Jr., of Connecticut. 

This subcommittee held public hearings in Los Angeles, Calif., on 
May 21 and 22, 1956, and in Washington, D. C., on June 27, 28, and 
29, 1956, on the problems of small business in the aircraft industry. 
The hearings included testimony from 15 witnesses and cover 350 
printed pages. These hearings were necessitated because of the 
numerious complaints received by the subcommittee that small busi- 
ness was not receiving its fair and equitable share of contracts in the 
aircraft industry. The committee pointed out that with the defense 
budget of close to $34 billion, the impact on the economy of such 
tremendous defense procurement necessitated a guaranty to small 
business that it would receive its fair share. Unless this tremendous 
expenditure by the Defense Department is permitted to enter into 
the small-business community it will endanger the free-enterprise 
economy of our country. 

The committee in its study established that the aircraft industry is 
the largest employing industry in the country. It employs 797,000 
men and women directly and hundreds of thousands more indirectly, 
in the form of subcontractors and suppliers. Such an impact of em- 
ployment and dollars spent in the aircraft industry necessitated the 
examination of the problems in the aircraft industry to determine 
a ya the policy of Congress to aid small business is being complied 
with. 

The committee, upon. conclusion of its hearings, determined that this 
important segment of small business must continue to have the careful 
scrutiny and examination of the Small Business Committee to insure 
that a fair share of Government contracts in the aircraft industry is 
placed with small business. 


E. Subcommittee No. 5: Distribution problems 


The subcommittee is composed of the Honorable James Roosevelt 
of California as chairman, and the Honorable Tom Steed of Oklahoma, 
and the Honorable Timothy P. Sheehan of Illinois. 

The title of this subcommittee indicated the broad sweep of its 
jurisdiction and foretold to some extent that the problems it would 
tackle would make it one of the most active investigating units of the 
84th Congress. Indeed, it has become one of the most active inves- 
tigating subcommittees in the history of the Congress. It has held 

ublic , He in many States covering a period of many days. It 
1as heard a total of 152 witnesses, whose testimony covers more than 
1,800 printed pages. There have been submitted to the House of 
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Representatives two reports dealing with the activities of this 
subcommittee: 

(1) House Report No. 1423.—This report dealt with the subcom- 
mittee’s investigation and heari on alleged coercive and discrim- 
inatory practices of the major oil company suppliers. That report 
summarized the record of testimony to the effect that major oil com- 
panies were coercing their lessee dealers into handling a full line of 
products sold by the lessor oil companies to the exclusion of competing 
products. The report also dealt with the testimony of witnesses to 
the effect that the major oil companies were engaging in the practice 
of price discrimination destructive of small-business enterprises. 

(2) House Report No. 2895.—This report summarized testimony 
which had been received by the subcommittee regarding problems 
faced by small-business concerns due to air pollution. 

The subcommittee also studied the antitrust consent decree in the 
A. T. & T. case, and the record of its hearings on that matter is said 
to reflect a failure on the part of the Department of Justice to protect 
adequately small-business concerns in its agreement with the A. T. & 
T. in the settlement of that case. 

The subcommittee studied the problems involved in a consent 
decree for settling the antitrust case against the United Fruit Co. 
A number of complaints had been received from importers and other 
traders, who had been handling bananas and who feared that the 
Antitrust Division of the Department of Justice would settle the 
case through an agreement with the United Fruit Co. which would 
not protect adequately the interest of small business. Before the 
hearings on that matter were concluded the head of the Antitrust 
Division of the Department of Justice announced that it did not 
appear that the United Fruit case would be settled by an agreement, 
although he admitted before this subcommittee had undertaken hear- 
ings, that representatives of the Department of Justice and the 
United Fruit Co. had held conferences in an effort to reach a disposi- 
tion of the case. 


O. 











